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SUBJECT: Enpl oyer Qualified Wages Credit/ Qualified Training Program

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
X introduced  January 27, 1998 .

X FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED __ January 27, 1998 STILL APPLIES.
OTHER - See comments bel ow.

SUWARY OF BILL

Under the Personal |ncone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would authorize a credit to taxpayers equal to 50% of the
qual i fied wages paid or incurred during the taxable or income year. To qualify
for this credit, the qualified wages nust be paid to an enployee enrolled in a
trai ni ng program adm ni stered by the Enpl oynment Devel opnent Departnent (EDD) or
taught at an accredited vocational school or comunity coll ege.

SUWMVARY OF ANMENDMENT

The proposed anendnents woul d nodify this wages credit by:
expandi ng the requirenent that the training program be adm nistered by the
Enpl oynent Trai ni ng Panel (ETP) by substituting any program adm nistered by the
EDD (of which ETP is a part) or an accredited vocational school or comunity
col | ege;
redefining “qualified tine period” to be the enployee’ s first year of
enpl oyment with the taxpayer;
elimnating the requirenent for an ETP contract;
requiring that the enpl oyee nust have been eligible for or receiving Tenporary
Assi stance for Needy Families (TANF) program benefits; and
limting the credit to $5,000 per taxpayer per year.
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The proposed anmendnments al so woul d del ete the proposed credit that woul d have
been equal to 6% of the amount paid or incurred for qualified training property.

The policy consideration and one of the inplenmentation considerations in the
departnent’s previous analysis of the bill as introduced January 27, 1998, have
been resol ved by the anendnents. The remmi ni ng concerns and new concerns rising
fromthe proposed anendnents, as well as the new revenue estinmate, are discussed
bel ow. The rermai nder of the departnment’s previous analysis still applies.

| npl ement ati on Consi derati ons

The amendnents would elimnate the requirenent of the EPT contract,
including the requirenment that the taxpayer keep of the ETP contract and
present it to the departnent on request. The amendnents also elimnate the
requi renent that all aspects of the qualified training program nust be
conpleted for the credit to be allowed. To verify this credit, it would
seem appropriate to reinstate this | anguage, but instead require that the
appropriate docunentation validating conpletion of the programfromthe EDD
vocational school, or community coll ege be retained by the taxpayer and be
made avail able to the departnent upon request.

The qualified enpl oyee nust have been eligible for or receiving TANF program
benefits. The department would have difficulty verifying whether the

enpl oyee was eligible for TANF benefits if the enpl oyee was not actually
recei ving them

This bill would allow an unlimted carryover period for the credits.
Recently enacted credits have contained a limted carryover period since
credits typically are exhausted within eight years. Also, as drafted, the
bill is unclear whether qualified wages exceedi ng $5,000 are eligible for
carryover or whether the carryover anount may not exceed the $5,000
limtation. Staff is available to work with the author's staff to clarify
t hese issues.

“Qualified time period” is defined as the enployee’s first year of

enpl oynent with the taxpayer. Subdivision (c) also specifies that the
credit shall be allowed only for the enployee' s "qualified wages" for the
first year of enploynment. This |anguage appears duplicative. However, both
provi sions and the definition of "qualified wages" | eave uncl ear whet her the
credit applies to all the wages paid to the enpl oyee during the first year
or only to the wages paid while the enployee is attending the qualified
trai ni ng program

Techni cal Consi derati ons

Under the B&CTL, this |anguage specifies that the credit may not exceed
$5, 000 per taxpayer “per taxable year.” For B&CTL purposes, this |anguage
shoul d be “per incone year.”
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FI SCAL | MPACT

Tax Revenue Esti mate

This bill is estimated to inpact PIT and B&CT revenue as shown in the
followng table. The estimtes assune that new hires prior to 1/1/99 are
not eligible.

Fi scal Year Cash Fl ow
Ef fective 1/1/99

$ MIIlions
1998-9 1999-0 2000-01 2001- 02
(m nor*) ($17) ($31) (%$44)

* Loss |l ess than $500, 000

Thi s anal ysis does not consider the possible changes in enploynment, personal
i ncome, or gross state product that could result fromthis nmeasure.

Revenue Di scussi on

The revenue inpact for this bill would be determ ned by the nunber of

i ndi vi dual s who go through the Enpl oynent Devel opnent Departnent training
programor a training programtaught at an accredited vocational school or
community col |l ege, the anbunt of wages paid, and the average anount of
credit applied against available tax liabilities.

This estimate was developed in the followi ng steps. First, according to the
Enpl oynment Devel opnent Departnent (EDD), approximately 76,000 wel fare
recipients were enrolled in the Job Training Partnership Act Program (JTPA)
during fiscal year 1995-96. This nunber was grown 2% per year to account
for any growth of enrolled recipients in JTPA. Second, the Enpl oynent
Trai ni ng Panel (ETP), projects an additional 5,000 welfare recipients would
qual ify under this bill for 1999, resulting in approxi mately 81, 000
potentially eligible individuals for 1999. This nunber of potentially

el igible individuals was grown 5% per year to account for any growth for
recipients in JTPA, ETP, vocational schools and community col |l eges and was
adjusted to account for individuals hired in a governnment agency. Third,
for this analysis an average credit anount of $1,000 per individual was used
(i.e. $2,000 in wages on average per enployee). It was further assuned that
50% of the individuals would be enpl oyed throughout tax year 1999. Fourth,
the proposed revenue was adjusted for the deduction tax benefit under
current law. It was assuned that around 40% of these credits would be
applied in any given year against available tax liabilities, and the

remai ning credits would be carried over and applied over three years.



